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KEY ECONOMIC INDICATORS 


All values in US$ million and represent period averages unless 
otherwise indicated. 


Current Exchange Rate: US$1.00 = M$2.20 


1977-1978 
INCOME, PRODUCTION, EMPLOYMENT 1976 e977 1978 % CHANGE 


GNP at Current Prices 12,267.74 14,124.5 15,730.09 Vas 
GNP at Constant Prices B,7019:5 9,123.6 9,807.7 Ta 
Per Capita GNP, Current Prices 1,003.9 132467 1 AC Se a a5 
Personal Income NA NA NA NA 
Indices: 

Industrial Production 210.1] 9.5 

(Base year 1968 = 100) 

Average Labor Productivity NA NA 

Average Industrial Wage NA NA 
Labor Force (Million) 4. 4. 6.7 
Average Unemployment Rate 6. 


MONEY AND PRICES 


Money Supply 2,389.5 

Interest Rates (Commercial Bank Prime) 3.5 

Consumer Price Index for Peninsular 147.8 
Malaysia (Base year 1967 = 100) 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 2,840.5 
Net External Public Debt 167.7 
Annual Debt Services 378.1 
Balance of Payments 1,482.3 
Balance of Trade 1,694.9 
Gross Exports (FOB) 6,110.0 
Exports to U.S. 952.0 1,446.8 
Gross Imports (CIF) 4,435.1 6,222.0 
Imports from U.S. 560.8 864.8 
U.S. share of Imports in % eed . 13.9 


3,347.1 
242.3 
SZ267 
870.0 

1,547.3 

Vy 77022 
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SOURCE: Ministry of Finance, Economic Report 1978/79 
Bank Negara Annual Report 1978 
Mid-Term Review of the Third Malaysia Plan 1976 - 80 
Total Investment (excluding oil, 2,622.8 3,105.9 3, O33<2 
MAS and MISC) 
Private (excluding oil investment) 1,586.4 1,781.7 2,169.6 
Public (excluding MAS and MISC 1,036.4 Li Sae.2 1,463.6 
investment) 





SUMMARY 


Malaysia continued to show impressive economic growth in 1978. 
Latest trade data from the annual report of the central bank, 
the Bank Negara show that real growth amounted to 7.5 percent 
in 1978. Economic indicators such as the level of unemployment 
and the reduction in the level of poverty in the country have 
continued to improve. Private investment, especially by 
domestic interests, has fallen short of planned levels and the 
Government has pledged to both step up its spending to stimulate 
the economy and aiso examine possible reforms of Government 
laws that may hinder private investment. Foreign trade con- 
tinued to improve from an already excellent position. Record 
prices for the nation's major commodity exports contributed to 
the favorable trade results. Malaysia's outlook for the re- 


mainder of the year continues to be positive as its development 
efforts continue. 


CONDITIONS AND TRENDS IN 1978 


Malaysia's economy in 1978 continued to expand for a number 
of reasons. This growth was brought about partly by easy- 
money policies of the central bank, increased spending by 
the Federal government, and favorable prices of primary 
commodities which are the most important share of Malaysia's 


production and exports. 


With exports leading this growth, Malaysia could reduce the 
unemployment rate to 6.2 percent and absorb more entrants 

to the job market. Industrial production grew by 9.5 percent 
that year which provided new positions for the larger work 
population. The growth in manufacturing activity increased 
the share of manufactured goods in the nation's exports and 
also provided domestic products as substitutes for imported 
goods. The fastest growing areas of industrial development 
were the electronic assembly (dominated by expatriate firms), 
textile and cement industries. 


Plant and equipment investment increased by 18 percent during the 
year. A great deal of this increase in capital investment was 
made by the public sector, government-controlled corporations, 
and oil-related industries. Investment by the private sector, 
and specifically the domestic investor, has not equaled levels 
envisioned in government plans. Non-oil-related private in- 
vestment has amounted to only 7.1 percent increase per annum 

from 1976 to 1978 compared to a target rate of 9.9 percent. A 
great deal of the difficulty is centered around the implementation 
of the Industrial Coordination Act (ICA) which is the legisla- 
tive effort to realign economic wealth to reflect the racial 
structure of the society. In practice the ICA amounts to a 
sweeping affirmative action program for the most numerous popu- 
lation group, the Malays. The private sector, dominated by 





Chinese Malaysians, has been uneasy over the enforcement of the 
ICA. The Government, in an effort to quell these fears and 
restore investor confidence, has promised to investigate possible 
measures to insure a more objective application of the law's 
provisions and also provide for an appeal process. 


The Government had to announce an increase in its spending 
program by 73 percent in 1979 and 1980 to maintain demand 
which it feels is necessary to sustain an expansionary economy. 


the agricultural, forestry, and fisheries sector played a 
domiuant role in the economy, contributing 24.8 percent of GDP 
and 44 percent of employment in 1978. In real terms, production 
in this sector increased by 2 percent in 1978, a slight drop 
from 1977's growth of 2.2 percent. The output of Malaysia's 
three main crops -- rubber, palm oil and rice -- was adversely 
affected by drought. Rubber production for 1978 totaled 1.605 
million tons, a drop of 0.5 percent from 1977's level. Output 
of crude palm oil rose by 10 percent to 1.778 million tons in 
1978. While total production was lower than anticipated, above- 
normal output in the latter part of the year more than offset 
the severe drought-induced shortfalls suffered during the 
earlier months. Production of rice dropped by 19 percent, to 
1-002 million. tons in 1978 due to the weather-induced abandon- 
ment of the 1978 off-season rice crop in the key rice producing 
area. The shortfall in output forces the GOM to import 
significantly more rice to meet domestic requirements. In re- 
cent years the world market for rubber and palm oil has been 
strong and the Malaysian external trade situation has benefitted. 
Rubber continued to be Malaysia's largest single export earner, 
bringing in a total of U.S $1,607 million in 1978 (A 4.7 per- 
cent increase over 1977's level). Export earnings from crude 
and processed palm oil declined by 1.6 percent to US $709.9 
million in 1978. 


Tin production has increased marginally and recent agreements 
with the State of Selangor promise to open new tin deposits for 
further development. The price of tin has consistently been 
above the ceiling price established by the International Tin 
Council, but indications are for a decline in the price of tin in 
the near term. 


Malaysia held discussions in 1977 which led to a Rubber 

Commodity Agreement and also the Sixth International Tin 
Agreement. The outcome of these negotiations on the establishment 
of a Common Fund are important in that they will lead to more 
stable prices for the commodity exports of Malaysia. 


Government statistics have listed the inflation rate at 4.9 per- 
cent in 1978. Part of this enviable performance is because the 





consumer price index is heavily weighted by goods whose prices 
are controlled and therefore not subject to the normal pressure 
experienced in an expansionary monetary environment. 


U.S. INVESTMENT IN MALAYSIA 


Through 1978 U.S. firms have invested over $1 billion in 
Malaysia. By far the major portion is in the petroleum industry. 
There are also significant U.S. investments in the electronics 
industry and the banking sector. 


While Malaysian Government guidelines generally require the 
formation of joint ventures, under certain circumstances a 
foreign company engaged entirely in the export of manufactured 
goods from Malaysia can receive approval for 100 percent foreign 
ownership. In all cases involving new foreign investment, the 
Malaysian Government is prepared to take a flexible position 
with the foreign investors within the overall boundaries of the 
New Economic Policy. 


SPECIAL EXPORT INFORMATION 


Successful exporters to the Malaysian market find that if 
they cannot set up their own office, the best guarantee of 
their success is a reputable and aggressivé local agent. 
Ideally, the agent will know something about the product 
line before representing the firm, and must be able to provide 
the all-important after-sales service. American firms have 
sometimes been accused of treating the Malaysian customer as 
a one-time sales prospect. This criticism is occasionally 
justifiable. Thus firms who want to sell to Malaysia over 
the long term should locate a reputable local agent. The 
Embassy the the U.S. Department of Commerce are willing to 
assist any American firm in finding such an agent. 


IMPORTANT TRADE EVENTS IN 1979 


In 1979, the U.S. Department of Commerce and the Embassy will 
jointly sponsor the following trade exhibitions either at the 
U.S. International Marketing Center (IMC) in Singapore or by 
having a U.S. pavilion at international shows: 


1. Computers and Peripheral Equipment, July 20 - August 3, at 
the IMC in Singapore. 


2. Industrial Process Control Instruments and Equipment, 
September 18 - 21, at the IMC in Singapore. 


3. Printpac ASIA '79 (pavilion), International Printing Equipment 
Show to be held at the World Trade Center in Singapore in 
November. 





Interested firms should contact the nearest office of the U.S. 
Department of Commerce for further details. 


OUTLOOK FOR 1979 


Government planners expect sustained economic growth for the 
remainder of the year and into the next decade. However, there 
are several uncertainties which are beyond the control of the 
Malaysian economy. For example, commodity exports rely on 

the health of the world economy, and if the recent pressures 
from inflation and the oil crisis bring about another world 
recession, sales of rubber, tin and palm oil will decrease. 
Manufactured goods, which represent an increasing share of 
Malaysia's exports, must find receptive markets in the developed 
countries if they are to continue their rapid growth and act 

as a hedge against the adverse impact of a world recession. 


The Bank Negara reports real GNP is expected to grow by 7 to 8 
percent in 1979. The Bank predicts private investment will 
amount to 6.4 percent compared to 18.3 percent in 1978. Private 
consumption is also anticipated to grow by 8.9 percent as opposed 
to an 11.2 percent increase in the previous year. Public ex- 
penditure will supply any shortfall in the necessary demand 
needed to sustain an expansionary economy. Government spending 
will increase by 14.2 percent compared to the 1978 increase of 
6.1 percent over 1977. Public investment in particular will grow 
by 28.6 percent to offset decreased private sector investment 
discussed above. 


Because of improved moisture conditions, and assuming normal 
weather the rest of the year, the 3 percent projected real 
growth in output by the agricultural, forestry, and fisheries 
sector should be met. Since adequate irrigation water is 
available, rice production should return to a normal level 

in 1979. With increased area of matured trees and normal yield, 
the production of palm oil is expected to increase by 12.7 per- 
cent to 2 million tons in 1979. The Malaysian rubber industry 
is becoming an increasingly important crop in Malaysia. Total 
output of cocoa beans for 1979 is projected to be about 22,000 
tons, an increase of 15 percent over the 1978 level. 


_ The Bank Negara anticipates that the balance of payments for 1979 

will continue to be favorable. The Merchandise Account will 
continue to show a modest surplus, but the deficit in services and 
transfers will cause the Current Account to be in deficit for the 
second year in a row. The infusion of corporate investment, how- 
ever, will offset this deficit and the overall payments position 
will continue to be in surplus for the year, resulting in a 
further accumulation of international reserves. 





U.S. - MALAYSIAN TRADE AND IMPLICATIONS FOR THE UNITED STATES 


The increasing pace of private sector investment and the pick-up 
in government expenditures as the government hastens to complete 
as many of the TMP* projects as possible before the end of the 
plan period should offer sizeable opportunities for both U.S. 
manufacturers and engineering/construction firms. The deprecia- 
tion of the U.S. dollars, especially against the Japanese yen, 
has increased the competitiveness of U.S. exporters and placed 
them in a better position to win major sales in 1979. 


According to Malaysian Government trade statistics, U.S. exports 
to Malaysia during 1978 amounted to US$864.8 million, or 12.3 
percent of Malaysia's total imports. This represents an increase 
in market share from the 13.3 percent figure for 1977 and keeps 
the United States solidly in second place behind Japan, which 
accounted for 23.2 percent of the Malaysian market in 1978. With 
the increase in U.S. competitiveness, the U.S. market share should 
continue to grow in both absolute and relative terms in 1979. 


Particular areas of interest for U.S. firms in 1979 will be in the 
‘areas of telecommunications, power generation, building and con- 
struction equipment, pollution control equipment for the palm oil 
industry, petroleum production equipment, and timber processing 
equipment. In addition, the Bintulu Liquified Natural Gas Plant, 
the largest project in Malaysia's history, has now been agreed 

to by Petronas, Shell and Mitsubishi and will provide a number of 
opportunities for U.S. firms. Other major projects to be under- 
taken include: 


1. The Tawau Port Expansion Project 
The Pahang Cement Plant 
The Bersia and Kenering Hydroelectric Projects 
4. The Trengganu Hydroelectric Projects 
More details about these projects and many others may be obtained 


in the following separate reports prepared by the Embassy on 
major projects: 


Electric Power Equipment Market in Malaysia (A-160, 12/29/77) 


Telecommunciations Programs in the Third Malaysia Plan 
(A-16, 2/15/77) 


Reporting World Bank Major Projects (A-09, 1/31/78) 


‘Telecommunications Programs in the Third Malaysia Plan 
(A-16, 2/15/77) 


*Third Malaysia Plan 





Port Projects in the Third Malaysia Plan (A-21, 2/17/77) 


Major Projects in Malaysia in 1979 (A-111, 12/26/77) 


Airport Projects in the Third Malaysia Plan (A-05, 1/3/77) 


Major Project Penang Port Expansion (A-104, 8/16/77) 


Copies of these reports may be obtained from the field offices of 
the U.S. Department of Commerce. 


* U, S. GOVERNMENT PRINTING OFFICE : 1979--281-058/171 





